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INTROCUCTION 


It has become a matter generally Known that the federal 
government has stated its intention to privatize Teleglobe 
Canada before the end of 1985. It has also been acknowledged 
that the proposed privatization raises a number of policy 
issues and concerns. The importance of those policy issues is 
what prompts the Government of Ontario to comment on the 
implications of the "how and to whom" of the proposed 
privatization. There is no intent to comment on the federal 
government's overall privatization strategy. Ontario, has on a 
number of occasions, strongly recommended the development of a 
national telecommunications policy. The privatization of 
Teleglobe offers a unique opportunity to take further specific 
steps leading towards a more complete national 
telecommunications policy. In addition, the time frame within 
which the federal government is planning to acomplish this goal 
is short. Therefore, it is necessary to raise Ontario's 


concerns at this earliest opportunity. 


It is also beyond the scope of these comments to deal with the 
questions raised by the possible change in the policy by which 
Teleglobe is the single interface for Canada with overseas 
Carriers and Intelsat. This policy is clearly affected by the 
potential growth of international bypass via the US. A shitt 
in the single interface policy would create considerable 
uncertainty with respect to the future of and appropriate price 
for Teleglobe. This paper describes briefly the background of 
Teleglobe Canada, and sets out Ontario's policy objectives for 
telecommunications generally, and with respect to this issue 
specifically . The paper then goes on to describe the 
Government of Ontario's concerns regarding impacts on: 
consumers, industry structure, regulation, and the protection 
of Canada's international interests. It concludes by 
Suggesting certain criteria which the federal government may 


wish to apply in evaluating the various bids submitted for 


Teleglobe's purchase. 
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BACKGROUND 


Teleglobe Canada was established as the Canadian Overseas 
Telecommunications Corporation (COTC) in 1950 with a 
legislative mandate to provide overseas telecommunications 
services for Canada and to participate on Canada's behalt in 
various international communications organizations such as the 
CTO, Intelsat, Inmarsat and the ITU. The facilities the 
corporation took over were those of the Canadian international 
operations of Canadian Marconi Ltd. and Cable and Wireless 

Ltd. Two purposes were alluded to in the parliamentary debates 
on the act which established the C.O.T.C. (later Teleglobe 
Canada). The first was that Canada had made a commitment 
during the 1945 Commonwealth Telecommunications Conference to 
public ownership of the providers of overseas 
telecommunications services. Second, it was felt that national 
security related to overseas telecommunications facilities 


would be promoted by public ownership. 


Since 1950 international telecommunications demand has expanded 
enormously because of economic growth and rapid technological 
developments which have resulted in higher quality and lower 
priced services. Teleglobe has also grown rapidly and 
profitably. Nevertheless, the corporation, with over $200 
Million in annual revenues, remains a relatively small player 
in the Canadian telecommunications scene - accounting for only 


about 3% of the Canadian market. 


Financially, the corporation gives an impression of strength 
and security. It has assets of $574 million and profits of 
over $40 million per year. The corporation has benefited from 
the policies of the government, which until recently required 
Minimal dividends, although corporate income taxes have been 
paid. The result has been that retained earnings nave been 
Parnermlarde in proportion toetientixed capitals stock of the 


company, compared to other telecommunications companies. 
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The action of the Board of Cirectors in declaring a one-time 
dividend of $108 million in March of 1985 appeared to recognize 


the somewhat unusual nature of Teleglobe's financial structure. 


A significant policy aspect of Teleglobe is that it has been 
unregulated throughout its life as a Crown corporation. This 
has created little in the way of policy debate up to now. 


However, the prospect of privatization creates a new Situation. 


Allegedly, there have been as many as twenty bidders for 
Teleglobe - including Telecom Canada, CN and CP Utd., Crowntek 
and an employee group, among others. There would be 
potentially significant effects on Canada's telecommunications 
industry regardless of the bidder selected or conditions of 


sale. 
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ONTARIO'S POLICY OBJECTIVES 


Ontario's objectives for telecommunications, broadly speaking, 


focus on three concerns. These are: 


iL. To maintain and enhance access to a range of 
telecommunications services for residential and business 


customers. 


ms To improve the efficiency anda effectiveness of 


telecommunications networks and services, and, 


3" To promote economic growth through the telecommunications 


system. 


The policy framework that Ontario believes best contributes to 
the achievement of these objectives is a combination of 
regulation and competition. Where telecommunications markets 
are dominated by carriers with substantial monopoly power, it 
is beyond question that there is a role for regulation to 
protect user interests. Except for customer premises 
equipment, the telecommunications market is largely 
characterized by monopoly. Nevertheless, technological 
developments in telecommunicatons increasingly offer the 
potential for competition to play a larger role in promoting 
access, efficient allocation of resources and economic growth. 
Wherever competition is practical and beneficial in supporting 


these objectives it should be promoted. 


With respect to Teleglobe Canada the abovementioned concerns 
apply. Teleglobe has significant monopoly power through its 
connecting agreement with Telecom Canada for overseas Long 
Distance Calling. At the same time, international competition 
for business services is increasing and Teleglobe needs to be 


competitive. 
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That being the case, Ontario has identified the following 


objectives relating to the proposed privatization of Teleglobe: 


ihe To ensure that user interests relating to access and rates 


are not adversely affected; 


2s To ensure that the resulting industry structure is in the 


best interests of carriers and users; 


33 To ensure that an appropriate regulatory framework for 


Teleglobe Canada is established; 


4. To protect Canadian international economic and security 


interests; and, 


air To suggest appropriate criteria for the evaluation of bids. 
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CONSUMER INTERESTS 


As referred to above, Teleglobe has benefitted from the 
policies of the Canadian government that did not require 
payment of dividends prior to 1980. One can only speculate, in 
the absence of a specific tender, as to what the balance sheet 
of a privatized Teleglobe would be like. It is fairly likely, 


however, that the following effects might occur: 


ue The working capital could be reduced substantially. 


Ais The debt-equity ratio may rise from the current level of 
58: 

She Interest expenses could rise to market rates. 

4. interestsecarnings smayscecline because of. the probable 


Tequichionadoaworkingscapital, 


D6 Regular dividend payments could be somewhat higher than 


has been the case in the past. 


6. The corporation would be dependent on market sources of 
funds for investments to a significant extent in the 


future. 


te The cost of capital allowed by the regulator may be less 
than has been indicated by the previous rate of return 


resulting in potentially lower rates for overseas services. 


Bee The settlement with Telecom Canada might be adjusted as a 


result of regulatory review. 


It should be borne in mind that Teleglobe is highly capital 


intensive - even for a telecommunications firm. 
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The net result for telecommunications rates and costs is 
difficult to predict because the factors may operate to 


generate both upward and downward pressures on rates. 


A similar concern arises with respect to the price paid for 
Teleglobe. Normally when regulated companies change hands the 
price corresponds closely to book value. If the price were 
higher, this could translate into a larger rate base for 


regulatory purposes, and an increase in revenue requirement. 


The result might be that a higher than book value price for the 
corporation would lead to higher telecommunications rates for 
monopoly services. Alternatively, a regulator might decide to 
disallow the excess of the price paid for the assets over book 
value as part of the regulated rate base. This would not be 


particularly attractive, however, to a prospective purchaser. 


Ontario would regard with some concern any development related 
tothe sale or ithee financing.of a privatized Teleglobe that 


would provide upward pressure on rates for monopoly services. 


An additional concern that may arise from the purchase of 
Teleglobe by a telecommunications common carrier relates to the 
incentive to provide equal access to competing carriers. 
Teleglobe is not affiliated with an existing carrier. 
Therefore, no incentive to discriminate in the provision of 
access to connecting carriers exists. If, however, an existing 
carrier is closely associated with Teleglobe, an incentive to 
discriminate among competing carriers could exist. For 
example, the federal government should consider what might be 
the impact on an international service offered by one carrier, 
should another carrier gain control of Teleglobe. Regulatory 
oversight would then become necessary to ensure non- 
discriminatory access. This might be expected to entail 
stringent structural separation and conduct requirements 
between Teleglobe and the affiliate carriers. Even such 
regulatory oversight, however, may not be perfectly effective 


in ensuring non-discriminatory access. 
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INDUSTRY STRUCTURE 


The structure of the U.S. Telecommunications industry has been 
altered substantially as the result of the Greene decision, and 
the official policy of the U.S. government to promote 
competition in telecommunications. The U.S. government's 
policy now extends to an official sanction for competition in 
the international sphere. Pro-competitive international 
telecommunications policies are also being supported by the 
United Kingdom and Japan. Inasmuch as these three countries 
are major sources of international traffic, the potential for a 
more competitive international telecommunications environment 


is very real. 


Given the growth of international competition it is useful to 
consider how the privatization of Teleglobe could conceivably 
contribute to strengthening the efficiency and international 
competitive strength of the organization. Teleglobe at present 
amounts to approximately 3% of the Canadian telecommunications 
industry. AS a carriers' carrier the corporation has limited 
direct access to customers. Thus, it is appropriate to 
consider whether certain new structures involving Teleglobe as 
a result of privatization may allow for a more competitive and 
efficient organization with greater market "reach" and 


resources. 


Comestically, competition in private line services and customer 
premises equipment has altered Canadian telecommunications. 
However, competition in message toll services is unresolved 
pending the decision of the CRTC. Clearly, an association of 
Teleglobe Canada with Telecom Canada or Bell Canada, 
established monopoly carriers, would have a different impact on 
the potential for expanded competition in the domestic market 
than other bidders. It is, therefore, necessary that the 


federal government consider what actions it is prepared to take 
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to give meaning to national telecommunications policy with 
respect to competition. Ontario's view is that competition can 
and should have an enlarged role in telecommunications policy, 
as evidenced by the Province's position on the application to 


provide interexchange competition now before the CRTC. 


Finally, it must be considered that the rising level of 
competition in the industry, rapidly evolving technologies, and 
requirements for large long term investments require a high 
level of expertise among management. Risks are becoming 
greater in telecommunications. Management which is unfamiliar 
with telecommunications may be somewhat more prone to serious, 
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REGU LATION 


While Teleglobe Canada is not currently subject to formal 
regulation, it is inconceivable that as a monopoly privatized 
corporation it should continue to be unregulated. As a result, 
the federal government must consider how and by what agency 
Teleglobe should be regulated. The CRTC would seem to be a 
natural choice as the agency to regulate the corporation, 
because of its experience in telecommunications. In addition, 
the CRTC is well placed to provide an overview of national 


telecommunications policy issues. 


The federal government must, in any case, resolve how to treat 
Teleglobe Canada's international activities. A regulatory 
agency could review and approve all of Teleglobe's 
international agreements and ventures. This could be a taxing 
task as Teleglobe has agreements with over 250 countries for 
the exchange of traffic. Moreover, the jurisdiction of the 
regulator to enforce its decisions in the international sphere 


would be limited. 


The federal government's options range from a legislative 
exemption from regulation of Teleglobe's international 
operations to full regulatory scrutiny. A flexible midway 
solution, however, may be to allow for the Minister of 
Communications to give binding directions to the regulator on 
these matters. This would limit neither government nor the 


regulator to a specific long term direction. 


In respect of certain regulatory concerns, the federal 
government is not bound to make any immediate choice, but 
should be aware of the implications of regulation for Teleglobe 
Canada's future activities. First, since Teleglobe Canada has 
begun to participate in competitive activities, such as 
Globetex and Globesat, a question arises as whether the 


corporation's monopoly revenues are cross~-subsidizing its 


. v 
LT 
‘ ‘ “1° haloes Fore (ent 
AO (ane 
: . GHe « IIHS Pole, SObhs, 24° 
: _ a Laan 7 je - a ; 
be | j i‘ ee —_ ‘SSG4 LOE OE. et 4 
22k , os * 
&e 13 &, Sun Ingo bLwoné 
IS 4 seh wi 16574 im 1S toy op 2 
: | _ An 7) 
» SoA" 1) 7 - Cok rs ech ! 
7 4 
2 2 > in net if ag on 
‘ af, 
r ie 7 Ted =“ ? 
7 I Cit « 
. ~ yeh). of 
>), 
: Ap or yas ‘ v ra TwE@S HF 


encésanyedii atst sat cigs 
ty ; ] sa! ay Br 09) bad ‘a 


aor a va wares. o - orcoitee adh 


’ a f < + . a4 4 pred 
ie 0i2 é a2)1 ) 303 ty  o- Se 78: 


Sived > gg. 
Tore ae y* 2 ow :¥Ri Tate BL Usha Sie jd nite 


So 79sR4 CCM OA2, TOV Wer! 26 i vem lees at eau 


; 
f a2 4 7 Med nit LD as 3 cay i iad re : ntae W 
?sto 3% 2 i lod Teize sf UW ie’ B38 
woe i ae 
ff oS 


0s. 


7 : 7 
:oa nee tesoee's Ye.2 


competitive activities. This question must be examined by a 
regulator. In addition, the question of appropriate monitoring 
requirements and controls upon cross-subsidization by Teleglobe 
must be dealt with. 


Second, inasmuch as Teleglobe's capital structure and revenue 
requirement have never been reviewed publicly, and because 
privatization will alter them, there is a need for a 


comprehensive review of Teleglobe's revenue requirement. 


Third, Teleglobe now has had considerable flexibility in 
pricing and marketing competitive services. Under regulation 
some of that flexibility would be lost in order to comply with 


rate filing and information requirements. 
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CANADIAN INTERNATIONAL INTERESTS 


Teleglobe Canada represents national interests in overseas 
telecommunications matters as Canada's participant in the 
Commonwealth Telecommunications Organization, in the 
International Telecommunications Union, in Inmarsat and as a 
Shareholder and board member in Intelsat. As such, Teleglobe 
must bring a knowledge of a variety of technical issues and a 
sensitive awareness of national interests as they relate to 
telecommunications., The federal government must therefore 
consider the suitability of various bidders to continue to 


Carry eoutoecthi serole. 


Teleglobe Canada has, in the pursuit of its mandate, given 
considerable attention to maximizing the opportunity for 
Canadian manufacturers to participate in its activities. 
Inasmuch as the corporation must negotiate with other national 
carriers with a similar mandate, this is the only way to ensure 
that Canadian business gains a reasonable opportunity to share 
in overseas telecommunications business. It is reasonable, 
therefore, to consider what the impact of privatization may be 
on the future opportunities for Canadian suppliers, especially 
as the incentive to maximize profits for the corporation or a 


corporate connection may reduce those opportunities. 


At the inception of Teleglobe Canada, national security was a 
prominent concern. It is still reasonable to consider the 
implications of a foreign owner for Canada's overseas 
telecommunications facilities. Control of overseas 
telecommunications remains critical for national security and 
flexibility of Canadian foreign policy. The federal government 
must naturally consider whether there is a risk of diminished 
responsiveness to Canadian foreign policy associated with 
certain bidders. In that regard it must be considered that 


foreign nationals who are officers of the corporation may be 
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bound or consider themselves bound by the laws and foreign 
policies of their native countries. This could potentially 
pose an unacceptable conflict of Hesporsi bile esemeinesitederal 
government should carefully consider these issues related to 
foreign ownership, particularly since a number of Canadian 


groups with sufficient capital are likely totbe bidding, 
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SUMMARY OF BIC EVALUATION CONCERNS 


The foregoing discussion identifies the concerns which, in the 


view of Ontario, are appropriate to consider in evaluating the 


various bids for Teleglobe Canada. These are summarized below: 


1. 


The federal government should not select a bid which 
because of the price paid for Teleglobe and/or the 


financing, would tend to raise monopoly service rates. 


The federal government should avoid the selection of a 
purchaser which would have a negative impact on equal 
access for competing carriers to Teleglobe services or 
Eacrunules.. 

The bidder chosen should not be one who would be likely to 
inhibit competition, or the potential for enhanced 


competition, in the domestic market. 


The purchaser should be capable of competing effectively 
with foreign competitors and should, if possible, enhance 


Teleglobe's international competitiveness. 


The federal government should put in place a regulatory 
framework which recognizes the monopoly power of Teleglobe 
in the international long distance market and deals 


effectively with that power. 


The federal government should resolve the matter of 
regulatory oversight of Teleglobe's international 
dimension in a manner that strikes a reasonable balance 
between the need for regulatory review of the corporation 
and the practicality of review of dealings with overseas 


sovereign carrier agencies. 


There should be a regulatory review of Teleglobe's 


competitive activities and pricing, and consideration of 


the impact otf such review on the corporation. 
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10. 
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The federal governinent should recognize the need for a 
responsive relationship with the overseas carrier as a 
representative of Canadian telecommunications interests 


abroad, and consider this in the evaluation of bids. 


The federal government should consider the incentive of a 
privatized Teleglobe to promote Canadian commercial 
interests and the potential need for directions to the 


corporation's regulator. 


Inasmuch as Canadian overseas telecommunications services 
and facilities are critical to Canada's security and 
freedom of action in foreign policy, the advisability of 


sale to foreign bidders should be carefully considered. 
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